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EDITORIAL DEPARTMENT NOTE 


There are those who feel that there is too little uniformity in in- 
dustrial accounting, that all companies are engaged in the same 
processes of purchasing, manufacturing and selling and that, were 
cost accounting principles more nearly uniform their application to 
specific industries or companies would be a relatively simple matter. 
Others feel that the members of the first group have in many cases 
confused principles with application, and that the apparent lack of 
uniformity arises not so much from the acceptance of different prin- 
ciples by different accountants but in the application of these prin- 
ciples to meet the specific needs of each industry or company. We are 
inclined to agree with this latter group and to find in this viewpoint 
justification for the large number of studies of cost accounting as 
applied to specific industries which have appeared in the N.A.C.A. 
Bulletin. We are constantly endeavoring to add to these industry case 
studies and to present articles dealing with industries not previously 
treated in N.A.C.A. publications. The article in this issue of the 
Bulletin is, we feel, a good example of sound cost accounting prin- 
ciples applied to a specific industry. 

The author of this article is Clinton W. Bennett, a Vice President 
of our Boston Chapter. Mr. Bennett entered professional work in 
1916 and his activities from that time until 1925 covered many phases 
of industry, commerce and finance. For several years he was General 
Manager of the Robert Mason Co. of Pawtucket, R. I. He was for 
several years Supervising Cost Engineer with Cooley & Marvin of 
Boston, and is now a Partner in that firm. 

Besides being a member of N.A.C.A., Mr. Bennett is Associate 
Member of the American Society of Mechanical Engineers and Asso- 
ciate of the American Institute of Accountants, a Fellow of the 
Massachusetts Society of Certified Public Accountants and a Certified 
Public Accountant of Massachusetts and New Hampshire. He has 
spoken at our National Convention and before several of our chap- 
ters on numerous occasions. He.has been a ‘frequent contributor to 
technical articles for several issues of our Bulletins, as well as to 
several magazines. 
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THE VERMONT MAPLE FURNITURE COMPANY 


A Cost Case Stupy 


By Clinton W. Bennett, Partner, 
Cooley & Marvin, Boston, Mass. 


FOREWORD 

HE furniture industry is composed of a large number of 

medium-sized and small factories, many of which are located 
in the smaller cities and towns. The average manufacturer does 
not possess a sufficiently large sales force or sufficient sales cov- 
erage under his direct control to make possible the proper organi- 
zation of his merchandising activities according to the most effec- 
tive and profitable channels of distribution coupled with adequate 
advertising and other direct promotional work, all of which are 
necessary if the buying public is to be made conscious of the ad- 
vantages possessed by the products offered. Consequently, the 
sales and merchandising methods found in the furniture industry 
are largely of the traditional hit-and-miss variety. Then too, many 
manufacturers operate in old and inefficient plants with high cost 
methods and machinery. Moreover, to add to these woes, the pub- 
lic remains deplorably fickle in its furniture ideas. A relatively 
few years ago the craze for maple furniture swept across the land, 
and a number of plants that were feeling the sheriff’s breath on 
the backs of their necks suddenly enjoyed an unexpected bonanza 
by going into production on maple goods. But here again, the im- 
perative need of keeping abreast of the ever-changing whims of the 
householders of the land became apparent, for during one season 
a certain type of finish would sell readily, while in the following 
season, there would be no demand for that finish. 

All of these sales problems result in drastic periods of peak and 
valley production coupled with wide swings in operating costs. 
Furthermore, the problems of obsolete stock and materials, and 
the control of lumber waste become of paramount importance. 
Only through adequate cost accounting can these operating prob- 
lems and profit consuming wastes be controlled, yet the average 
manufacturer in this industry cannot afford to spend much money 
for clerical help or other cost or accounting adjuncts. 
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It has been my privilege to serve a number of furniture manu- 
facturers both large and small and, as a result, I have been able 
to note at first hand the tremendous value of practical simplified 
cost and accounting methods as vital aids to the management of 
these enterprises. So it is in the hope that some small contribution 
may be made to the general welfare of this industry, particularly 
to the small manufacturer, that this article has been written. The 
plant used as a basis for this study was picked with a definite pur- 
pose. It is not an ideal plant—there are few ideal plants—but it 
is believed to be representative of the majority of plants in the 
industry, and those are the cases that must be studied if we are 
to do the greatest amount of good to the greatest number. 


CoMPANY BACKGROUND AND PRESENT PROCEDURE 
Background 


The Vermont Maple Furniture Company (the name is ficti- 
tious) was founded about the turn of the century as a chair fac- 
tory, and it functioned in this capacity with varying success and 
failure until the crack-up of the late unlamented “dance of the 
millions.” In 1930, the executives directed their energy and de- 
signing ability to the development of a line of general furniture 
which enjoyed, and apparently still enjoys, a considerable amount 
of consumer acceptance. During these years of increasingly in- 
tensive competition, the company was hampered by a lack of ade- 
quate cost knowledge. During the war, a cost system was in- 
stalled which was regarded as being up-to-date and representa- 
tive of modern cost practice for the industry; yet points of vital 
import to the business were arising constantly upon which the cost 
system could shed no appreciable light. Finally, the executives 
determined to check up on the methods in use and an investigator 
was called in. 


Present Procedure 


After looking through the plant and becoming familiar with 
the general types of products manufactured, as well as the manu- 
facturing and sales policies pursued, the investigator proceeded 
to examine the accounting and cost control structure. This step 
started with the general ledger, which he found contained the ac- 
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EXHIBIT A 
THE VERMONT MAPLE FURNITURE CO. 


List OF GENERAL LEDGER ACCOUNTS 


Capital Stock 

Surplus 

Accounts Payable 

Cash 

Notes Receivable 
Interest Received 
Lumber 

Upholstery 

Shipping 

Mill Supplies 

Finishing 

Finished and Semi-Finished Stock 
Sample Stock 

Coal 

Miscellaneous Equipment 
Real Estate 

Machinery 

Office Furniture and Fixtures 
Life Insurance 
Insurance 

Taxes 

Cash Sales 

Cost System Expense 
Parcel Post 

Labor Account 

Sales Allowances 


Sales Returns 

Petty Cash 

Selling Expense 

3ank Exchange 

Rents Received 

Commissions 

Repairs to Machinery 

Power 

Merchandise Sales 

Repairs to Buildings 

Plating Supplies 

Reserve for Discounts 

Reserve for Bad Debts 

Reserve for Depreciation on Buildings 

Reserve for Depreciation on Machinery 

Reserve for Depreciation on Furniture 
and Fixtures 

Reserve for Federal Taxes 

Acccunts Receivable 

Administrative Expense 

Freight Allowances 

Trucking Expense 

General Operating Expense 

Salaries 

Discount on Purchases 

Freight In 


counts listed in Exhibit A. It was obvious immediately that they 
fulfilled the minimum of bookkeeping requirements, offered no 
appreciable assistance in the all-important field of cost control, 
and furnished no data for management guidance. Something 
would have to be done, therefore, to correct these defects. 

The investigator next looked at the cost sheet and its supporting 
procedures. He found a cost sheet (illustrated on Exhibit B), 





1534” x 11” in size, having identical provisions on both sides. As 
a batch of work was placed in process, it was given an order num- 
ber and one of the cost sheets prepared. All material delivered for 
use on this order was reported accordingly, lumber on the truck 
tag, Exhibit C, and other materials on plain sheets of paper. The 
quantities consumed were priced and posted to the cost sheet, while 
direct labor performed on the operations listed on the truck tag 
was reported on the truck tag and any other labor was reported 
on the weekly labor report shown on Exhibit D. Labor was priced 
and posted to the cost sheet from these two sources. Under the 
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the amount of lumber or other _ 
material used in producing a 
table, for example, as con- 
trasted with the amount of 
material which that table should consume, and the all-important 
problem of lumber waste was left entirely to the tender care of the 
mill room foreman. Obviously, no control worthy of the name 
could be obtained over labor by using the two reports mentioned 
above, namely, the truck tag and the weekly report. The only 
check on the manufacturing expense rate was obtained at the 
end of each year when the general manager worked out the best 
data available to him by studying the trial balance for the year. 
Certainly, improvement in burden procedure was in order. 
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Determination of Fundamental Plan 


Nothing further was needed to convince the investigator of the 
great need of improved cost and accounting methods. The prob- 
lem was—what methods? As stated previously, the plant was a 
small one, yet it was of the type which comprises the great ma- 
jority of the furniture manufacturing plants in America today. It 


1229 





N. A. C. A. Bulletin July 1, 1938 





Exuisit D 



























































CHART OF ACCOUNTS 

































































THE VERMONT MAPLE FURNITURE CO. 
I i Pa ee Number for the 
week ending Friday =o... euseses a 
Rate 
== SEa_x_ —== — ———=—_———=—= —— ———————————— SSE 
Operation Order No. | S M.} T. | W. | T. | ¥. S. | Total | Amount 
_ — —. ———- } -__— $$} — —+ 
7 —-———_—_—- ——_—__}—_—_— —_f}__4__ ff _____ 
. _ — = —_ 2 = 
; Taito Pair REM SH 
; —— - oa 











would have been easy to decide what to do in a large and well- 
staffed plant; but real ingenuity was required to develop and place 
in successful operation a modern cost plan in a typical furniture 
plant which sold approximately a half million dollars worth of 
goods yearly. This was the task facing the investigator. 

It soon became evident that a simplified standard cost plan 
would best fit the situation. Under this plan, standard costs would 
be set up for each product and all cost collecting by jobs discon- 
tinued. Lumber and other materials would be included in these 
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standard product costs on the basis of standard specifications, in- 
stead of following the former plan of attempting to collect material 
used on specific orders. Factory burden would be broken down by 
departments or centers of burden application and applied as per- 
centages of direct labor, while commercial burden would be applied 
as a percentage of total factory cost, as contrasted with the former 
practice of using a single rate on direct labor to include all burden. 
Direct labor would be collected by parts by operations without re- 
gard to the specific product in which the part was used. Moreover, 
all costs would be tied into and controlled by the financial books of 
account, and, by the simple expedient of a series of continuous 
controlling accounts and the necessary cost variance accounts, con- 
trol and proof of all cost elements would be obtained each month. 
As a valuable complement, monthly statements of operations and 
of condition would be obtained readily from the general ledger. 


The Chart of Accounts 


Having determined upon the general plan, the next step was that 
of preparing the chart of general ledger accounts. The accounts 
formerly used are shown on Exhibit A, while the accounts pro- 
vided under the new plan are set forth on Exhibit E. Under the 
existing procedure, there was no logic to the arrangement of the 
ledger accounts ; it just developed. The revised plan, on the other 
hand, separated the accounts in the ledger into the three basic di- 
visions which were further subdivided into twelve classes, as 
follows: 


1. Assets: 
A. Current 
B. Inventory 
C. Fixed 
D. Deferred 
2. Liabilities: 
E. Current 
F. Fixed 
G. Reserves 
H. Capital 
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3. Revenue and Expense: 
J. Sales, deductions, costs 
K. Factory burden 
L. Commercial burden 
M. Other income and charges 


The accounts were placed in the ledger in accordance with the 
sequence shown by the chart; and the chart thus became an index 
to the ledger. 

It may not be inappropriate to repeat that the first step in de- 
veloping a cost plan is that of preparing the chart of accounts, for 
only in this manner can the proper co-ordination be obtained be- 
tween the factory and cost activities and the books of account. 
Furthermore, it is only in this way that backtracking can be 
avoided and the work kept in a straight line. 

Study of the chart of accounts will shown that the new plan did 
not require a complicated accounts setup simply because the costs 
were tied into the general ledger. Only three types of accounts 
were needed for purposes of cost control which would not be re- 
quired if commercial accounting only were operated. These three 
classes were: 


1. Continuous inventory controlling accounts 
2. Cost variance accounts 
3. Burden clearing accounts 


As a consequence, the work involved in operating the general 
ledger was practically the same as if a modern set of commercial 
books only were in use. 


Material Control 
The following material accounts were provided : 


B-1 Lumber 

B-2 Finishing material 
B-3 Upholstering material 
B-4 Hardware 

B-5 Plating material 


As purchases were made of these materials, they were charged 
to each of the appropriate accounts in this classification. Ma- 
terials used during the month were priced at cost and credited at 
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the end of the month to each of these accounts, with an offsetting 
debit to H-12, material cost variances. Thus the material accounts 
3-1 through B-5 reflected the inventory of each of the five classes 
of material at cost at the end of each month, while the actual cost 
of the materials used stood debited to the material cost variances 
account. As the problem of obtaining the quantities of materials 
used will differ in the case of each basic class, a brief discussion of 
procedures will be set forth. 


Lumber 


It will be remembered that lumber costs were to be calculated 
by product specifications, and not on the basis of a given amount 
of lumber that had been delivered for a given order. Therefore 
standards for lumber had to represent the size as the dimension 
stock left the rip saw, in other words, the gross quantities that 
were forwarded to the machine operations. This naturally re- 
quired that there be proper records and procedures in order to 
provide control over the lumber between the yard or dry kiln and 
the point at which it became dimension stock. As each truck was 
loaded after the cut-off saw, a truck tag, Exhibit IF. was prepared. 
This tag was prepared in 











EXxurpirt F j of 
duplicate; the original (made 
TRUCK TAG NY 2579 of paper stock) being for- 
warded to the cost clerk while 
Date Shop No. ~ 
tye No the cardboard duplicate re- 
m | «= mained with the truck until 
‘Quantity Description 


the work had been completed, 
Pan Wome at which time the follower tag 
— was also sent to the cost clerk. 
This replaced the old truck 
Dimencione tag, Exhibit C. It should be 
ae | noted that the new truck tags 
were prepared for shop orders 
without respect to customers’ 








No. of Pieces Required 








Firet Factory Operation 





Remarks 


orders. 

— A record was kept of all 
lumber delivered to the cut-off 
saw, and at the end of the 
month any lumber which re- 


























38 


ing 
nts 


ost 
es 
als 
of 








July 1, 1938 N. A. C. A. Bulletin 





mained uncut at the saw was inventoried in feet—not in dollars. 
Pieces cut back were also kept track of each month. The total 
lumber delivered to the saw, less the sum of the lumber remaining 
uncut at the saw and the cutbacks, represented the feet of lumber 
delivered to the saw and cut. The total feet of dimension stock 
cut from this lumber, in other words the total theoretical lumber 
cut on the basis of standard dimensions, was obtained from the 
originals of the truck tags in the office. The difference between 
this figure and the total feet of lumber delivered to the saw rep- 
resented the waste to be added to all dimension stock as shown on 
the standard products’ specifications. Standard waste rates were 
used for applying this waste to costs and careful comparison was 
made with the actual monthly waste results. 


Finishing Material 


Following is a tabulation of some of the more common finishing 
materials : 


Stain Varnish 
Sanding Material Rubbing Material 
Shellac 


As in the case of the lumber, finishing materials were included 
in the cost of products on the basis of predetermined standards, as 
shown by the specification sheets. On the other hand, it was essen- 
tial to know the actual cost of materials used during the month, 
both for purposes of inventory determination and for purposes of 
cost control and proof. In the plant in. question, it was found 
most practical to inventory the finishing materials each month. 
Quantities consumed were then credited to B-2, finishing material, 
with an offsetting debit to H-12, material cost variances. 


Upholstering Material 


Some of the major upholstering materials found in this plant 
follow : 


Covers Burlap 
Springs Muslin 
Tow Cambric 
Cotton 
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Here again, as in the case of finishing material, monthly consump- 
tion was obtained by taking physical inventories of the upholster- 
ing material on hand. 


Hardware and Plating Material 


Under the new plan, monthly inventories were taken of these 
materials as the basis for obtaining the credits to the inventory 
accounts shown in column B of the chart and the offsetting debits 
to the material cost variances account. 


Mill Supplies and Power Plant Supplies 


Under the new plan, the mill supplies account, B-7, remained 
charged with a nominal inventory and all purchases were charged 
directly to K-13, mill supplies used. In the case of power plant 
supplies, all purchases, with the single exception of coal, were 
charged directly to K-5, heat, light and power, while the inventory 
account, B-8, remained charged with a fixed estimated normal bal- 
ance. Purchases of coal, on the other hand, were debited to B-8, 
and the estimated consumption for the month was credited to B-8 
with an offsetting debit to K-5. Under this simple plan, it was 
essential that mill supplies and power plant supplies be inven- 
toried at least yearly and a decision reached regarding the normal 
balance to carry in subsequent months. Also, weight always had 
to be given currently to possible permanent increases or decreases 
in the required normal inventory. 


Labor Control 


All payrolls were charged as paid to the payroll accrued ac- 
count, E-1, and at the end of the month a payroll analysis was 
prepared on which all wages earned during the month, whether 
paid or accrued, were summarized and classified according to labor 
accounts in the ledger. The total labor earned during the month 
was credited to E-1 and the direct labor portion of it was debited 
to H-13, labor cost variances, while the indirect labor portion was 
debited to the appropriate labor accounts in the burden section, as 
listed in column K of the chart. As a result of this procedure, the 
liability for payrolls earned but not paid was shown in E-1, the 
actual direct labor for the month was shown as a debit to the labor 
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cost variances account, while the burden accounts set forth the 
actual indirect labor. 

It will be remembered that under former methods certain classes 
of labor were tabulated from truck tags while the remaining labor 
was obtained as accurately as possible from weekly time reports. 
Study of the labor problem as it related both to cost determination 
and to labor control, showed this procedure to be entirely in- 
adequate. 

The survey showed conclusively that labor, both direct and in- 
direct, should be tabulated according to six natural operating de- 
partments. These departments were: 


Mill room 

Machine and cabinet 
Finishing 
Upholstering 
Plating 

Packing 


Comments relative to methods adopted for obtaining labor costs 
by units of products are indicated in the following paragraphs. 


Mill Room 

This department included the cut-off saw and the rip saw. Since 
mill room labor costs were calculated on the basis of a flat cost 
per board foot, while the payroll analysis showed the total direct 
labor for the department, it was possible to determine the unit 
labor cost per foot for the month by dividing the payroll for the 
month by the total feet of dimension stock cut during the same 
period. This showed the actual cost in contrast with the standard 
rate. No labor reports were required from this department. 


Machine and Cabinet 

Since a wide variety of work was performed in this depart- 
ment, daily labor reports were essential. The time cards used in 
this plant are illustrated on Exhibit G. Although this card had 
space for the order number, it was not used in actual practice, but 
was simply provided to meet possible special eventualities, and 
the number of pieces was entered instead. Under the caption, Style 
Number, the part number was inserted in those departments 
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where the part and not the style was the governing factor. Further- 
more, in this plant the hours shown to have been consumed on a 
given coupon were entered on the coupon; then the cards were cut 
and the coupons were filed by operations by part numbers. At the 
end of the month, the hours and pieces shown on the coupons for 
each part were summarized on an adding machine according to 
operations, with the result that the labor cost per part for the oper- 
ations was obtained for constant comparison with the standards 
used in cost figuring. 


Finishing 

It was not feasible to obtain labor reports for cost purposes 
from the finishing department. The standards were set up as the 
result of time studies and at periodic intervals these studies were 
checked. 


Upholstering 

The form of coupon time card used in the machine and cabinet 
department was also used in the upholstery department, and the 
method of using thése cards and tabulating the results was largely 
the same in each instance. 


Plating Department 

As in the case of the finishing department, labor reports were 
not feasible in the plating department ; therefore, time studies were 
relied upon entirely in those instances where labor costs were ob- 
tained. Owing to the small volume of plating work and the dif- 
ficulty of adequately controlling the costs.on this small volume, it 
was finally decided that all plating, labor and expense costs should 
be included in factory burden, and they are shown accordingly 
on the development of factory burden, Exhibit H. 


Packing 

In this plant some products were packed singly, some two in a 
crate, while some were sold unpacked. Labor reports were not 
feasible, therefore, and time studies were relied upon exclusively 
as the medium for setting and checking cost standards. 

It should be noted that standard hourly wage rates were used 
for cost purposes, and therefore the problem of fluctuating rates 
as a cost factor was not present. 
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In most instances, indirect workers were not required to report 
by job. However, where these reports were necessary, for example 
for repair jobs, the coupon card illustrated on Exhibit G was also 
used. 


Burden Control 


Reference to the chart of accounts, Exhibit E, will show that 
burden was divided into the two fundamental classes of factory 
and commercial, the accounts in each division being shown in col- 
umns K and L, respectively. 

During the month, all actual burden expenses or accruals were 
charged to the accounts in these two columns. At the end of the 
month, the sum of this actual burden for the month was cleared 
by crediting the two burden clearing accounts, K-15 and L-15, and 
debiting the burden cost variances accounts, H-14 and H-15. As 
a result, the accounts clearly reflected the actual burden expenses 
according to classes and according to the two fundamental divi- 
sions of factory and commercial, while at the same time this actual 
burden was transferred to the debit of the cost variances accounts 
for purposes of burden cost control and proof. 


Burden Analysis and Application 


Not the least of the problems which confront the cost account- 
ant is that of deciding upon the best and most practical method of 
applying burden to costs, together with the determination of the 
centers of burden application arid the burden rates to use. 

In the plant under consideration, and in most plants of this 
nature or in this industry, accurate burden application requires 
that the burden be first divided into the two fundamental elements 
of factory burden and commercial burden. The classes of ex- 
pense to be included in each of these broad divisions are shown in 
columns K and L of the chart of accounts. It was determined also 
to apply factory burden on the basis of a percentage of direct 
labor and to apply commercial burden as a percentage of total 
factory cost. The next problem to arise was whether a single fac- 
tory burden rate should be used or whether separate rates should 
be developed for the different operating departments. A study of 
the product and the flow of production answered this question 
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quickly, for it revealed that a relatively small number of products 
passed through all major departments; for example, upholstered 
chairs proceeded along quite a different manufacturing route than 
did highly polished tables. Consequently, it was found essential 
to analyze the factory burden by major departments and then to 
use these departments as centers of burden application. These 
burden application centers were as follows: 


Mill room 

Machine and cabinet 
Finishing 
Upholstering 
Packing 


Thus five different rates were needed to apply factory burden 
to cost and these rates were applied as percentages of direct labor. 

The next step was that of setting up the burden budget or, to 
use a term which I frequently adopt, the development of factory 
burden. Exhibit H sets forth this budget. On the left portion 
of the sheet all of the accounts are listed which are shown in 
column K of the chart of accounts. The amounts budgeted for 
each of these expenses were entered in the total column and dis- 
tributed to the centers of burden application on the basis of 
several different methods of distribution, as indicated on 
Exhibit H. All figures used on this budget are fictitious with 
the exception of the burden rates, both actual and recommended, 
which are correct. However, all figures used are relative and 
comparable both as to departments and as to classes of expense. 
It may be noted that the plating department was charged with 
expense, but that the total was absorbed by the other departments, 
It was found upon analysis that the department was so small and 
the output so low that no practical worth would accrue by using 
a separate plating department rate, and that this department 
could just as properly be treated as a burden department entirely. 


The development of commercial burden is shown on Exhibit J. 
Here again the figures are fictitious, although comparable, and 
the rates are actual. For practical purposes, sales deductions and 
other expense or charges were also applied to costs as percent- 
ages of total factory cost. 
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Development of the Standard Product Costs 


As stated previously, standard costs were calculated for all 
products and no attempt was made to collect so-called actual 
costs, either by orders or on any other basis. These standard 
costs were set up on cost cards, Exhibit K, using a single card 
for each product. When once established, the standard costs 
remained in effect until the controls, through the financial books 
or the periodic studies of the unit costs for material and labor 
and the month-to-month burden studies, showed that certain 
costs should be adjusted. In this way, costs were always avail- 
able for all products, and the plan of check-up and control kept 


Account 


15 
16 
M11 
M12 


EXHIBIT J 
DEVELOPMENT OF COMMERCIAL EXPENSE 


Actual 














Name Last Year 
ee CS ose ocnces66knd $eennderedasedsensrenscets $ 10,500.00 
DS...” Ccnsd ecb okew heads 6c eeee ends ee vaeebeeee peeks ewes ante 122.80 
CI CR oa cd cages cen eedee es bbb eee ahes ab w RE 97.55 
Telephone and Telegraph ..... +6 OO aOR DAO ane bade eeONNs 261.41 
REED. na ccedcesscccscses Sob cb RO RCAtESibeOeSeNESEOENONE 100.00 
Glomernl Olen Eepense 22. .cccccces caseses pati heen enna en 530.35 
GOD PONG ccc ccccccccccceesescocasesevecesesnsenesesgaens 3,552.00 
Bank Exchange ...... are jobveeues coeeReeaeeaees 170.66 
DE TONE 06 8 kéckenctscsodes cia Fak tae ene > Dawn Serer 295.00 

Tota ADMINISTRATIVE EXPENSE ...........00055 15,629.77 
Pe ee ee eT eee Pee eee eer eT eT rere Te 18,080.29 
BeOwene TMGGRER 20. icc cece sb Sd lathe ler asec ads tase hs opted 1,300.43 
Sales Room Expense ...... yo bd eae aakn acini ate a ten 2,713.43 
CED. Wa. 66.0 decd On ehb0060.5665 600066 5b 0400S OK ON EES SOekEeS 611.80 
ee SN o6.nccuseentdsen. totes (te visheneeredbe eesietaaes 
DEE. ( cadednccetnseneeass ic trian. aie’ i cards Sock ce mal alien 100.00 
PROND DUBTEED cc cosccccccescescovcese 64-060e Re ehSbCeceS reese 251.78 

Wes, GUARD TED: o6k6 dnccivcave: heccepeccecenvase’ 23,057.73 

Tota, CoMmmeEerciaAL EXreNnsE ......... 22.0000. $ 38,687.50 
a a ee a asea ees coveccessca GRO 
Expense RatE—ACTUAL ...... pcb eee Hes Sins eee ehweketa ee 16.8% 
Expense Rate—RECOMMENDED ...... Kb SNK RES CS NNER e ee Ss 17.0% 

SALES DEDUCTIONS AND OTHER EXPENSE 

Total 

Rear ear ons ae ; conse S eee 
Discounts Allowed ..........+. inde ihek bwendbenewanausdal 5,894.05 
DENORE HUE 000 -ccvctcevecesescss peas dh CeKeneeenee.<ghenas 
Life Insurance Expense ........... ere aeeine so UM het ees 609.03 

pre Terr er Sesébsnesa6bnsenteeeanee $ 9,464.34 
Poctery Cost oF Gees oc ccccccsvenes . $230,325.91 
Expense RateE—AcTUAL ... weseuse sb6@ tigre staeehns 4.1% 


EXPENSE RATE—RECOMMENDED ... ........ puaedy -sbsceeeweet 
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- COST CARD 


Description 


Style No._ 
Cost Per 











Order No. 





Date 
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them up-to-date and proved constantly without the detail of col- 
lecting any actual product costs on orders passing through the 
plant. 

The cost card shown on Exhibit K was printed and ruled alike 
on both sides, thus making possible the recalculation of the costs 
at three different periods subsequent to the initial determination 
of the data. Comparison of this cost card with the cost sheet used 
formerly, as illustrated on Exhibit B, together with a considera- 
tion of the relative detail involved in operating each plan, will 
be sufficient to show the great improvement inherent in the re- 
vised procedure. But of even greater importance is the fact that 
the revised costs are predetermined, uniform during the life of 
the standards, and under constant control and proof, while the 
former costs were statistical, constantly fluctuating as regards a 
given product, and incapable of being accurately controlled or 
proved against actual expenditure. 


Control of Costs Through Cost Variances Accounts 


The chart of accounts shows that the following four cost vari- 
ances accounts were provided for: 


H-12 Material cost variances 

H-13 Labor cost variances 

H-14 Factory burden cost variances 
H-15 Commercial burden cost variances 


It was the province of these variances accounts to filter out and 
control any differences that arose between the actual material, 
labor or burden cost of any specific article, and the standard cost 
that had been set up for that article and was being used as a 
basis for determining selling prices and calculating product profit- 
ability. In other words, actual expenditures in material, labor 
and burden were fed into these variances accounts and products 
priced at standard cost were taken out of the variances accounts. 
If any differences existed between the two—the value fed in and 
the value taken out—the variances accounts disclosed them and 
provided the basis for studying the causes of the differences. 

As explained previously, the material cost variances account 
was debited at the end of the month with the actual cost of mate- 
rial used, thus leaving the inventory accounts, B-1 through B-s, 
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to reflect the inventory at cost at the end of each month. Next, 
the material used on the basis of standard cost was determined 
and credited to H-12, material cost variances, with an offsetting 
debit to B-10, work in process material. Likewise, the labor cost 
variances account was charged with actual direct labor payroll. 
The amount of direct labor absorbed on the basis of standard 
costs was determined and an entry made crediting this standard 
amount for the month to H-13, labor cost variances, with an off- 
setting debit to B-11, work in process labor. Burden cost vari- 
ances accounts were charged with actual burden for the month 
through the medium of the two burden clearing accounts, K-15 
and L-15. The total factory burden absorbed at standard rates 
for the month was then credited to H-14, factory burden cost 
variances account, with an offsetting debit to B-12, wrok in proc- 
ess burden. The total commercial burden absorbed at standard 
rates during the month was credited to H-15, commercial burden 
cost variances, and offset by a debit to J-12, commercial cost of 
sales. 

When the procedure described had been completed at the end 
of the month, the raw material accounts, B-1 through B-5 showed 
the inventory at actual cost; the supplies accounts, B-7 and B-8, 
reflected the fixed or normal inventories, with the exception of 
coal which varied in accordance with usage; and the work in 
process accounts, b-10 through B-12, were charged with the 
actual work placed in process but priced at standard cost. Further- 
more, account J-12 showed the commercial cost of sales for the 
month on the basis of standard costs, while the four cost vari- 
ances accounts, H-12 through H-15, showed the differences which 
arose during the month between the predetermined or standard 
costs and the actual expense of performing the work. 

Work in Process and Cost of Sales 

Reference to the chart of accounts will show that a finished 
goods account was not provided for. This omission was inten- 
tional. In this plant, goods were shipped promptly, therefore no 
transfers were made from work in process accounts until ship- 
ments had been made. All sales shipped during the month were 
priced at standard factory cost for material, labor and factory 
burden, as shown by the appropriate standard cost cards. The 
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sum of these cost of sales figures was credited to the work in 
process accounts with a balancing debit to J-11, factory cost of 
sales account. When this had been done, the work in process 
accounts reflected the inventory of goods put in process, but not 
shipped, priced at standard cost. The question may be raised as 
to why the raw material accounts were carried at actual cost 
while the work in process was carried at standard cost. Reflection 
will show the logic of this procedure. The raw materials had not 
lost their original identity and were carried at cost (or market, 
if the latter was lower) until they were placed in process. When 
that step took place, the materials ceased to be materials as such 
and became manufactured products in varying stages of com- 
pletion. Since the standard costs were considered the real costs 
of the products, all work in process was, therefore, priced on this 
basis. 

Emphasis should be given to the fact that under the standard 
cost principle that was followed in this study, the standard costs 
represented the real costs and the differences between these stand- 
ards and the actual costs represented simply gains or losses as 
the result of operating and other efficiencies or volume conditions. 

The factory cost of sales account, J-11, together with the com- 
mercial cost of sales account, J-12, reflected the total standard 
cost of shipments for the month as compared with the sales 
and deductions accounts, J-1 through J-6. 


Monthly Statements 


The new plan lent itself admirably to the efficient preparation 
of valuable monthly statements. While the specific statements 
required usually depend upon the management, there are two 
which I always regard as fundamental in every instance. These 
are: 

Monthly comparative profit and loss statement 
Monthly comparative burden statement 


Suggested illustrations of each of these statements are shown 
in Exhibits L and M, respectively. 

The profit and loss statement was prepared from the balances 
for the month as shown in the accounts in columns J and M of 
the chart, and the balances reflected in the four cost variances 
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accounts shown in column H. Study of this statement will show 
that it differs greatly from any orthodox profit and loss state- 
ment. It really provides a means of measuring operating effi- 
ciency and results, for it shows the profit that would have been 
made if all predetermined expectations had been met. It shows 
the profit that was actually made, and then in analytical form 
sets forth the reasons for the differences between the two results 





Exuisit L 


THE VERMONT MAPLE FURNITURE CO. 
MONTHLY PROFIT AND LOSS STATEMENT 

















1938 
Account 4 Months 
Symbol Name April to Date 
ji DD os pieerGns pieeeteksabaebbdaddwiiass <ameied Bien’ na Dineen’ 
Less Deductions: niet 
J3 PD TED, cc chee cencecuedsccnveceoessces heer kéebene!  sbicka 
J4 ONG DUNE ce ccc cen cecccccnccseseesesetess 6e00ses  §  seecoas 
12 DUS GE noc cccdecccecon ceceseenseseseesess Stseees accede 
J6 Dihecemmte AMGWOE .cccccccccccccccccccccesccsces cesesee  sesves 
Totat DEDUCTIONS ........+..- basbvedecnecees” Seeneas | ~ tienban 
BE ME SE6. 005. ESSN GCKCESEKERGCERENCENKOSS SORMRSS 8 ~ babdees 
Cost of Sales: 
jil Factory Cost of Sales ............+.+- C6 +ENSURCROD Seseteon. | bnens¥is 
Ji2 Cee GUE GE BRED ccccccceccccecccccccces secesvs os . 
Teees, SHAS CON CP GREE ccs wccesccccsens§ sntvess cas ed 
Anticipated Operating Profit .............. sede “eehamne : i ak 
Cost Variances: i 
Hi2 DEED. \nbavuts.$6ceebededekendeusswenerseeeas Gekddes ~~ weenees 
H13 MD <ukn bbe c6 406060006 66000500660 600000000008 
H14 PT DE ccovetsccecavscweseccoonnséetese 
H15 CERES GED cnccnecacucossdince seeds oGeene 
Deees, Comt VFaROaGO oobi 0c ids cecccecscces oe « iia Kenan 
SS BND oc cvasectonveunseescccas wecaene «dances 
Other Income: oe 
Mi CE CD sccececedsesececwes sauberebese Sb8b000,  tonceer 
M2 TI DE con. cesadneaeadonboseren eae > eee ) wakes 
M3 ET Te GE GUND. GaN ececeucsecsesscraces ‘aoedeue  ‘“evdebos 
: GS I hie cceccdccddcccadcadgeeces: caswies  Kaebaas 
Operating Profit and Other Income .............  seeeees ppvreiaon 
Other Charges: os = 
Mil De TORE bnccocesesiscccece (eeéieceeaseseie. adesaee ~So0eeee 
M12 i i Cece eke eeeRSCeRKeeSee SNSSeCe acadren 
M14 EE GE GED Wencecseéicence.casecnneas Sesvese ésdnes 
Teres, GOMER CRATES oc cccicecceeccccesecces pea ele Leate. 
Pe FONG ict cscsctoscvecsssvovccssececss ere Rinesss 





Interest paid, life insurance expense, freight out and 
discounts allowed to factory cost of sales .......... Ps cvene ee 
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Account 
Symbol 


Exuisit M 


THE VERMONT MAPLE FURNITURE CO. 


MONTHLY BURDEN STATEMENT 
1938 
4 Months 
Name April to Date 
Factory 


Supervision § ....cccccccccccscnccecccsce eeseeess sevvces 
Repairs to Buildings .........scccecsescecees ian waaeeee 
Repairs to Machinery and Equipment .........-.-5 0 seeeees  eeeeeee 
Yard and Kilns ...... : 

Heat, Light and Power 
Trucking and Shipping 
General Factory Expense 
EMGUFOMGE .ccccccccccccccces 
EE Si eRh Gok o605 5665-60 066 des £06440 40056408685 
Depreciation ..........+.. 
DUE TD. occ ccccccccccccccecceseceseveensevese 
accede pskeenedtsawessbacrseet’ avhethe ~ bdaneds 
Mill Supplies "Used ES ee EES PP one ae ee 












Deen, Wassene WUGWEN osccieccccccessccecscees esescen seoces 
EN HAE ea 06.66 0b nnedcescscacnnestecercdeens BERSOES . SONS0yS 


NS, CN cc ccvekekbateseser bcésseekeuns inn canee ae 





i, TN on cnt. ci mawbsesvebntonesinttes satenee  . «88000 
he eee ee de eyed heck SakeeCebeese. st0dEes — essvas 
Printing and Stationery .........0ceeeeeeeeecees ; eeentes,  s00nee 
Telephone and Telegraph ...........-.s+seee0+ - Videwed .chnuRen 
Ne tees enc eeCeCERENETERADEORERES PAESEES. sOrESES 
Cemenes Ciiee TMBERSS onc cvccccccccccccccccccees wvesees  seevees 
CE SEE noe ch etsenescecetecenveweeseneusees. astewer —séneeie 
BEY TD 6.504606 + 00046 90500406 6500008006 6 eebeeee. <é8bb005 
PEE, DEED ccccsacéccossavesncedcastaces es Srbetiad, .'ebakest 
EE --vacgenncadid ew xsetewahieiwiedeeene S0beeu™  ecenned 
EE he sb CRA a CLENERSSECRSERSRSESCL OY COdKEEe “HEHE 
Rent and Expense of Sales Rooms..........---- ce wenesae” > wakedes 
een ear % Sonncee, sasecad 
EE PE nt pen eekbheheektetebes cen arteehenes weecvies ~ sadnkan 
EE tan sadsdeneee cAkhes hese eRCNESSER SEEbSaG 886 oeewete 
Photo Supplies 





et: Cite GO. iscciccececudeneas esensee iddeenes 
Pe GE SE ND oo vos vi ca cekccnsticvesecccees Gr0seee 8 ‘svenese 





as TMD 0i.c0ni0nddbiennesenesiguedeecetes C—O eer 





*Note: The factory burden should also be analyzed 
periodically—certainly every quarter—by burden 
application centers to obtain a statistical check on 
the standard burden rates. 








—just how expectations cleared with grim realities—and the 
means of locating ways of improving the situation. 

The burden statement provided a continuous analysis in com- 
parative form of all expenses of the business, with the exception 
of direct material and direct labor, and showed the effects of 
varying expenses on costs and the amounts by which the standard 
burden rates failed to absorb actual expense in costs, or, on the 
other hand, to absorb excess amounts in the product costs. It 
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served as a continuous expense barometer and compass on burden 
absorption in product costs. 

With the new plan in effective operation, these two monthly 
statements made it possible for the executive to lead the business 
instead of following it. 


Conclusion 


As stated previously, the plan reported upon was developed 
for and installed in a medium-sized furniture factory. It was 
found both simple in operation and effective in results. But of 
greater importance from the standpoint of some other manufac- 
turer who may chance to read this Bulletin, the plan was suffi- 
ciently flexible to lend itself readily to installation in any wood- 
working factory. Regardless of the size of the business, the 
fundamentals of accounting control remain constant. They are 
universal because the basic problems are universal. The peanut 
vendor on the corner and the ord Motor Company have the same 
things to do—buying, fabricating and selling. Therefore, any 
plan of accounting and cost control must recognize these simple 
fundamentals and be so constructed that neither expansion nor 
contraction will throw the machinery out of order. Rigidity and 
inflexibility must be absent. The plan reported upon herewith 
possesses these advantages. 








